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EO 11652: GDS 

TAGS: ENRG OPEC IS AU 

SUBJECT: INDONESIAN OIL MARKETING STRATEGY 

1. SUMMARY: INDONESIAN OIL MARKETING STRATEGY HAS BEEN 
BASED ON FIRM PUBLIC SUPPORT OF OPEC PRICE LINE SHADED 
ONLY BY SUBTLE DISCOUNTING PRACTICES. INDONESIANS HOPE 
OPEC WILL RAISE PRICES ENOUGH TO PROVIDE OPPORTUNITY FOR 
LESSER INCREASE IN PRICE OF INDONESIAN CRUDE, THUS ENHANC- 
ING ITS COMPETITIVE POSITION WITHOUT ATTRACTING UNFAVOR- 
ABLE ATTENTION. INDONESIA'S FOREIGN SALES HAVE SUFFERED 
FROM OVERPRICING SINCE MAY 1974, BUT RECORDED MARKED 
UPTURN BEGINNING JUNE 1975 ASSOCIATED WITH INCREASED 
DELIVERIES TO U.S. END SUMMARY. 

2. INDONESIA HAS FOLLOWED OPEC PRICING WITH ONLY MINOR 
RECENT DISCOUNTS FROM ESTABLISHED PREMIUMS FOR FREIGHT 
DIFFERENTIAL AND LOW SULFUR CONTENT TO REFLECT THE LOWER 
LEVEL OF CURRENT FREIGHT RATES AND THE OFF-QUALITY OF 
CERTAIN OF ITS CRUDES. (UNEVALUATED REPORT HAS IT THAT 
PRESIDENT SUHARTO RECENTLY OFFERED AN UNINTERESTINGLY 
SMALL DISCOUNT TO A GROUP OF EUROPEAN BUYERS PROPOSING TO 
BARTER CAPITAL EQUIPMENT FOR 200,000 BARRELS A DAY.) PRACTICAL 
REASON FOR THIS HARD LINE IS THAT THE INDONESIANS CONSIDER IT PREMA- 
TURE, 

IN TERMS OF STRATEGY, TO LOWER PRICE IN ADVANCE OF 
JAPANESE ECONOMIC UPTURN AND BEFORE OPEC PRICE INCREASE 
DECISION. PER MINISTER OF MINES SADLI, INDONESIANS 
REGULARLY CONSULT WITH JAPANESE BUYERS AND HAVE BEEN 
CONVEYING MESSAGE "WAIT A WHILE". WHILE ONE SOURCE 
REPORTS DISCOUNTED AFRICAN CRUDE SALES HAVE RECENTLY 
MADE INROADS ON INDONESIAN CRUDE MARKET IN JAPAN, INDONESIANS 
SEE CHINESE PRICE AS ONLY A MINOR COMPETITIVE FACTOR. REASON IS 
THAT CHINESE SALES BASICALLY DETERMINED BY JAPANESE NEED TO BUY 
CHINESE OIL IN ORDER TO SELL GOODS TO CHINA, TEMPERED BY 
RELUCTANCE TO BECOME TOO DEPENDENT ON CHINA AS A SOURCE 
OF SUPPLY. INDONESIANS ALSO CONFIDENT JAPANESE WILL WANT 
TO PRESERVE RELATIONSHIP WITH INDONESIA ON "SECURITY OF 
SUPPLY" GROUNDS. 
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3. INDONESIANS MOREOVER ATTACH GREAT IMPORTANCE TO 
STANDING WITHIN OPEC, AN ELEMENT OF BASIC "SOLIDARITY WITH 
THE DEVELOPING WORLD" PRINCIPLE OF THEIR FOREIGN ECONOMIC 
POLICY, AND THEREFORE WOULD NOT WANT TO DIVERGE CON- 
SPICUOUSLY FROM OPEC GUIDANCE. IF OPEC'S NEXT PRICE IN- 
CREASE WERE SUBSTANTIAL IT WOULD BE POSSIBLE TO INCREASE 
THE INDONESIAN PRICE BY A SMALLER AMOUNT AND GIVE IT A 
COMPETITIVE MARGIN. OPEC PRICE INCREASE WOULD ALSO PROVIDE 
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A FACE-SAVING DEVICE FOR GENERAL IBNU WHOSE CONCURRENCE IS 
REQUIRED IN ALL PRICING DECISIONS, AND WHO, BEING UNDER 
BUREAUCRATIC SIEGE AT PRESENT WOULD NOT WANT TO CHOOSE THIS 
MOMENT FOR SEEMINGLY WEAK GESTURE OF CUTTING INDONESIAN 
PRICES. BUT THERE ARE SOME WITHIN PERTAMINA WHO BELIEVE 
THAT IF OPEC FAILS TO INCREASE PRICES INDONESIA WILL 
HAVE TO IMPROVE CREDIT TERMS IN ORDER TO PRESERVE 
COMPETITIVENESS. 

4. SIMPLE FACT THAT FOREIGN SALES, AFTER A SLUMP DATING 
FROM MAY 1974, TURNED UP IN JUNE AND HAVE CONTINUED TO 
RISE SINCE THEN ( PER PRELIMINARY FIGURES, TO LEVEL NEARLY 
MATCHING 1974 AVERAGE IN AUGUST) APPEARS TO OFFER SOME 
SUPPORT FOR THOSE WHO HAVE ARGUED THE HARD LINE. RECENT 
VISITOR TO CALTEX FIELDS IN SUMATRA REPORTED PRODUCTION 
NEAR CAPACITY AND STORAGE TANKS COMPLETELY DRAINED. 
ACCORDING RELIABLE GOI SOURCE THIS REFLECTS MARKED 
INCREASE IN U.S. SALES (EXPORT DATA BY DESTINATION, 

AVAILABLE ONLY THROUGH JUNE, SHOW PROGRESSION FROM 9.8 
MILLION BARRELS TO U.S. IN APRIL TO 33.8 MILLION IN JUNE, 

PERIOD WHEN JAPANESE SALES CONTINUED TO DECLINE). MIGAS 
DIRECTOR WIJARSO SAYS SALES TO U.S. WEST COAST HAVE IN- 
CREASED BECAUSE CONSUMMERS ARE POWER COMPANIES AND LESS 
PRICE SENSITIVE THAN OTHER BUYERS. 

5. QUERIED BY EMBOFF AS TO WHETHER UNOFFICIAL PRICE 
CUTTING BY COMPANIES MIGHT PLAY A PART IN INCREASED 
SALES WIJARSO REPLIED THAT ALTHOUGH GOI EXERCISES NO 
CONTROL OVER PRICE AT WHICH INTRA-COMPANY TRANSFERS TAKE 
PLACE, OFFICIAL PRICE OF ARMSLENGTH SALES IS STRICTLY 
ENFORCED (BY EXPORT LICENSE AUTHORITY). SWAP ARRANGE- 
MENTS THAT COULD BE USED TO DISGUISE PRICE CUTTING ALSO 
PROHIBITED. HE POINTED OUT FURTHER DISINCENTIVE THAT 
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"COST OIL" CLAIMED BY PRODUCTION-SHARING CONTRACTORS - 
40 PER CENT OF PRODUCTION UNTIL RETIREMENT OF INVESTMENT 
EXPENDITURE - WOULD BE VALUED AT THE OFFICIAL PRICE IN 
RETIRING THOSE INVESTMENTS, SO THAT COMPANIES' FULL COST 
RECOVERY CRUCIALLY DEPENDS ON OBTAINING THE OFFICIAL PRICE. 
WHAT IS SIGNIFICANT, WIJARSO SAID, IS GOI BARGAINING 
POSITION WITH CALTEX, WHICH PRODUCES VERY PROFITABLY 
UNDER CONTRACT OF WORK ARRANGEMENT ($2.50 PER BARREL 
PROFITS IN 1974 AND ONLY SLIGHTLY LOWER IN 1975 VS. 

$0.25 IN THE MIDDLE EAST). "WE SIMPLY PUT IT TO THEM THAT 
IN THE CIRCUNSTANCES IT WAS REASONABLE FOR THEM TO IN- 
CREASE THEIR INDONESIAN LIFTINGS," SAID WIJARSO. IN 
FACT, PETROLEUM SCHOLAR WHO HAD STUDIED CONFIDENTIAL 
DATA TOLD US RECENTLY THAT CALTEX PARENT COMPANIES SOCAL 
AND TEXACO REDUCED THEIR LIFTINGS OF ARABIAN LIGHT BY 
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16 PER CENT IN PERIOD WHEN INDONESIAN OFFTAKE INCREASING. 
THE CURIOUS THING IS, OF COURSE, THAT CALTEX APPARENTLY 
DID NOT VOLUNTARILY SUSTAIN INDONESIAN LIFTINGS FROM 
THE START. 
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AMCONSUL HONG KONG 
AMEMBASSY JIDDA 
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6. THIS ASPECT OF INDONESIAN MARKETING STRATEGY IS 
ENTANGLED WITH SUBDUED TEMPEST IN GOI CIRCLES OVER 
PROFITABILITY FOREIGN OIL COMPANY OPERATIONS IN 
INDONESIA. FROM BEGINNING OF YEAR ARTICLES IN STRAITS 
TIMES (SINGAPORE) AND PTEROLEUM INTELLIGENCE WEEKLY 
HAVE CITED FAR LOWER PF.R -BARRET, EARNINGS IN OIL PUMPED 
IN OTHER OIL-PRDUCING COUNTRIES AS COMPARED WITH 
INDONESIA. WE UNDERSTAND MCNAMARA OF WORLD BANK, IN 
MEETING IBNU EARLIER THIS YEAR, ASKED HIM WHY PERTAMINA 
ALLOWS FOREIGN OIL COMPANIES TO MAKE SUCH HIGH 
PROFITS IN INDONESIA. IBNU TELLS US HE JUSTIFIED 

EXISTING ARRANGEMENTS ARRANGEMENTS ON GROUNDS (A) INDONESIA'S NEED 
TO ENCOURAGE EXPANDED PRODUCTION, (B) GREATER INPUT OF 
EXPLORATION/DEVELOPMENT FUNDS IN INDONESIA THAN IN 
MIDDLE EAST PER QUANTUM OF PRODUCTION , (C) INTEGRITY OF 
CONTRACTS REACHED IN GOOD FAITHE BETWEEN PERTAMINA 
AND FOREIGN COMPANIES. 

7. WE UNDERSTAND BALANCE OF PAYMENTS AND BUDGETARY 
IMPLICATIONS OF EXISTING EARNINGS SPLIT WERE EXAMINED 
IN AMEMORANDUM WHICH IMF'S JAKARTA OFFICE PRESENTED 
TO BANK INDONESIA IN JUNE, WITH COPIES TO MINISTERS 
PLANNING, FINACE, AND MINING. STUDY REPORTEDLY 
DEMONSTRATED GOI MIGHT REALIZE BETWEEN CIRCA $400 
MILLION AND $1 BILLION MORE IN STATE REVENUES IF MEANS 
WERE FOUND TO ROLL BACK PROFITS OF FOREIGN OIL COMPANIES 
FROM SALES OF INDONESIAN CRUDE TO LEVEL SOMEWHAT COM 
PARABLE TO, BUT STILL SUBSTANTIALLY ABOVE, THOSE IN 
MIDDLE EASTERN COUNTRIES. (EMBASSY IS POUCHING EA/IMS 
COPY OF INTERNAL MISSION MEMORANDUM THAT EXAMINES RE- 
VENUE IMPLICATIONS OF PROFIT SPLITS IN OIL INDUSTRY 

FROM SIMILAR VIEWPOINT TO IMF STUDY.) THIS LED TO 
MINING MINSTER SADLI'S APPROACHING GENERAL IBNU AS 
MCNAMARA HAD DONE EARLIER, AND WITH SIMILAR RESULTS. 

PREDICTABLY, GENERAL IBNU LEARNED THROUGH OWN SOURCES 
THAT IMF STUDY HAD STIMULATED THE INITIATIVE, SO CON- 
FIRMING DEEPLY HELD CONVICTION THAT TECHNOCRAT 
MINISTERS, HIS ADVERSARIES, ARE IN THE THRALL OF 
MEDDLESOME FOREIGN ADVISERS. 
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